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SECTION  I 
INTRODUCTION 

An  actuarial  valuation  of  the  Judges'  Retirement  System  of  the  State  of 
Montana  has  been  completed  as  of  July  1,  1988.  This  valuation  was  autho- 
rized by  the  Public  Employees'  Retirement  Board  under  Section  19-5-201,  MCA 
The  purpose  of  the  valuation  was  to  determine  the  financial  position  of  the 
fund,  the  normal  cost,  and  the  unfunded  accrued  liability  based  upon  pre- 
sent and  prospective  assets  and  liabilities  of  the  system  as  of 
July  1,  1988. 

Section  II  presents  an  analysis  of  the  results  of  the  actuarial  valuation. 
The  numerical  findings  and  membership  data  supporting  this  analysis  are 
shown  in  Section  III. 

In  conducting  the  actuarial  valuation,  certain  assumptions  were  made  as  to 
the  future  experience  of  the  system.  A  summary  and  discussion  of  each  of 
the  assumptions  is  contained  in  Section  IV. 

The  valuation  is  based  upon  the  Judges'  Retirement  Act  and  incorporates  all 
amendments  as  of  July  1,  1988.  A  summary  of  the  major  provisions  of  the 
Act  is  contained  in  Section  V. 


ACTUARIAL  CERTIFICATION 


The  results  of  the  actuarial  valuation  shown  in  this  report  are  based  upon 
information  provided  by  the  Public  Employees'  Retirement  Division  regarding 
plan  participants,  plan  assets  and  other  matters.  The  values  have  been 
calculated  on  the  basis  of  actuarial  assumptions  which,  in  my  opinion,  are 
appropriate  for  purposes  of  this  valuation. 

This  valuation  has  been  prepared  in  accordance  with  generally  accepted 

actuarial  principles  and  practices  and,  to  the  best  of  my  knowledge,  fairly 

reflects  the  actuarial  position  of  the  Judges'  Retirement  System  as  of 
July  1,  1988. 


Alton  P.  Hendrickson 
Member,  American  Academy 
of  Actuaries 
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SECTION  II 
ANALYSIS  OF  VALUATION 


RESULTS  OF  VALUATION 

An  actuarial  valuation  as  of  July  1,  1988  has  been  conducted  for  the 
Judges'  Retirement  System.  This  valuation  has  determined  that  the  percent- 
age of  each  member's  salary  required  to  fund  the  benefits  as  they  accrue  in 
the  future  is  37.775%.  The  regular  contribution  rate  of  44.855%  allows 
7.080%  to  be  applied  to  the  unfunded  past  service  liability.  This  percent- 
age is  sufficient  to  amortize  the  unfunded  past  service  liability  over  a 
period  of  35.01  years.  This  period  has  decreased  from  49.61  years  in  1986. 

An  amortization  schedule  has  been  prepared  which  will  fund  the  liability  as 
of  July  1,  1984  over  a  remaining  period  of  36  years.  The  liability  attri- 
butable to  1986  will  be  amortized  over  a  remaining  period  of  38  years.  A 
new  liability  of  -$1,860,837  was  determined  as  of  July  1,  1988.  This  will 
be  amortized  over  a  40-year  period.  The  total  contribution  rate  as  a  per- 
centage of  salary  required  to  meet  this  schedule  is  45.133%.  This  is  a 
decrease  from  the  required  rate  of  46.381%  in  1986.  The  schedule  is  il- 
lustrated on  page  7. 

The  variations  between  this  valuation  and  that  of  July  1,  1986  are  the 
results  of  the  experience  of  the  Judges'  Retirement  System  versus  the  ex- 
pected, as  well  as  a  change  in  the  actuarial  assumptions. 

ACTUARIAL  MODIFICATIONS 

A  report  was  prepared  on  noneconomic  actuarial  assumptions  as  of 
June  30,  1987.  This  report  recommended  changes  in  the  mortality,  dis- 
ability, withdrawal  and  retirement  rates  assumptions.  These  assumptions 
were  approved  by  the  board  as  discussed  below. 

a.  Mortality  Rates.  Since  1978,  the  basis  for  mortality  assumptions 
had  been  the  1971  Group  Annuity  Mortality  Table.  These  rates 
were  set  back  one  year  to  reflect  increased  longevity.  The  new 
mortality  basis  is  the  1983  Group  Annuity  Mortality  Table  which 
reflects  recent  experience  on  a  national  basis.  This  table  is 
more  conservative  than  the  previous  basis  and  anticipates  in- 
creased longevity. 

This  change  increased  the  system's  liability  by  $.6  million  and 
increased  the  funding  period  by  9.8  years. 

b.  Disability.  Previous  disability  rate  assumptions  were  based  upon, 
rates  published  by  the  Railroad  Retirement  Board  in  its  seventh 
valuation  of  its  retirement  system.  These  rates  anticipated 
disabilities  higher  than  actually  experienced  by  the  Public  Em- 
ployees' Retirement  System.  The  new  basis  is  the  1983  Disability 
Table  which  anticipates  fewer  disabilities. 
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This  change  decreased  the  system's  liability  by  $.3  million  and 
decreased  the  funding  period  7.2  years. 

c.   The  future  salary  increase  assumption  continues  at  6  1/2%  per 

annum.  No  provision  was  made  for  a  select  rate  at  a  lower  level 
for  the  next  few  years.  Also,  the  meritorious  and  longevity 
increase  assumption  of  3/4  of  1%  has  been  eliminated.  The  net 
impact  of  this  change  was  a  decrease  in  the  system's  liability  of 
$1.4  million  and  a  reduction  in  the  funding  period  of  11.3  years. 

The  overall  effect  of  the  actuarial  assumption  modifications  was  a  decrease 
in  the  system's  liability  of  $1.1  million  and  a  reduction  in  the  funding 
period  of  8.7  years.  Had  these  changes  not  been  made,  the  funding  of  the 
unfunded  liability  would  have  occurred  over  a  period  of  43.71  years  com- 
pared to  35.01  as  determined  by  this  valuation. 

The  experience  of  the  Judges'  Retirement  system  has  been  favorable,  with 
membership  and  annual  salaries  remaining  relatively  constant  during  the 
biennium.  The  assets  have  grown  from  $7.8  million  to  $10.4  million.  The 
result  of  this  favorable  experience  was  a  decrease  in  the  system's  liabil- 
ity of  $.5  million  and  a  reduction  in  the  funding  period  of  5.9  years. 

SUMMARY  OF  DATA 

The  active  membership  remains  at  42  members  with  an  annual  payroll  of 
$2  million.  There  are  16  retired  members,  4  disabled  members  and  1  indivi- 
dual receiving  survivor  benefits.  The  total  annual  benefit  payout  as  of 
July  1,  1988  was  $433,104. 

CONCLUSION 

The  financial  position  of  the  Judges'  Retirement  System  has  improved  sig- 
nificantly during  the  last  4  years.  A  large  part  of  this  improvement  is 
attributable  to  the  fact  that  judges  have  not  received  salary  increases. 
This  reduces  the  anticipated  liability  for  active  members  as  well  as  retir- 
ed members  because  benefits  paid  to  retirees  are  dependent  upon  salaries 
paid  to  active  members.  Although  this  system's  financial  picture  has  im- 
proved, it  is  important  to  be  aware  that  a  change  in  its  experience,  such 
as  significant  salary  increases,  could  reverse  the  position. 

A  particular  note  of  concern  is  the  fact  that  the  actual  receipts  of  the 
system  have  not  been  as  great  as  anticipated.  We  had  anticipated  court 
fees  of  approximately  $660,000  for  1987-88.  The  actual  amount  was  only 
$450,000.  It  is  important  that  the  anticipated  funding  be  provided. 
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SECTION  III 
Judges'  Retirement  System 

SCHEDULE  1 
NORMAL  COST  ALLOCATION 

(1)  Normal  Cost  Contribution  Rate: 

(a)  Retirement  28.916% 

(b)  Death  3.639 

(c)  Disability  5.220 

(d)  Total  Rate  37.775% 


(2)  Present  Value  of  Future  Salaries 

Of  Current  Members  $   14,978,939 

(4)  Present  Value  of  Future  Normal  Costs 

For  Current  Members  (1(d)  *  (2))  $    5,658,294 
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Judges'  Retirement  System 

SCHEDULE  2 
PRESENT  VALUE  OF  BENEFITS 

(1)  Present  Value  of  Benefits  -  Inactive  Members 

(a)  Retirement  $ 

(b)  Death 

(c)  Disability 

(d)  Vested 


3,994,168 

238,623 

1,366,614 

1,237,529 


(e)  Total  Inactive 


$    6,836,934 


(2)  Present  Value  of  Benefits  -  Active  Members 

(a)  Retirement  $   10,961,873 

(b)  Death  985,056 
.  (c)  Disability  1,335,092 

(d)  Total  Active  $   13,282,021 

(3)  Total  Liabilities  $   20,118,955 
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i 

Judges'  Retirement  System 

w 

scHrnui r  3 

LIABILITY  ALLOCATION  AND  STATUTORY  FUNDING 

(1) 

Unfi 

jnded  Past  Service  Liability 

(a) 

Present  Value  of  Benefits             $ 

20,118,955 

(b) 

Present  Value  of  Future  Normal  Costs     $ 

5,658,294 

(c) 
(d) 

Fund  Assets                        $ 
Unfunded  Liability  (a)-(b)-(c)          $ 

10,400,027 

4,060,634 

(2) 

Cont 

ribution  Rates  Amortized  over  35.01  Years 

(a) 

Present  Value  of  Salaries 

During  Next  35.01  Years              $ 

57,353,596 

(b) 

Unfunded  Contribution  Rate  l(d)/2(a) 

7 . 080% 

► 

(c) 

Normal  Cost  Rate  (Schedule  1) 

37.775 

(d) 

Statutory  Funding  Rate 

44.855% 
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Judges'  Retirement  System 

SCHEDULE  4 
UNFUNDED  LIABILITY  AMORTIZATION  SCHEDULE 


(1)  1984  Unfunded  Past  Service  Liability  Account 

(a)  1984  Liability  Account  as  of  7/1/86  $   7,356,703 

(b)  Interest  Charge  on  Liability  Account  1,224,155 

(c)  Contributions  during  Biennium 

Allocated  to  Unfunded  Liability  -23,150 

(d)  Interest  Credit  on  Contributions  -1,785 

(e)  1984  Liability  Account  as  of  7/1/88  $   8,605,793 


(2)  1986  Unfunded  Past  Service  Liability  Account 

(a)  1986  Liability  Account  as  of  7/1/86  $  -2,294,705 

(b)  Interest  Charge  on  Liability  Account  -381,839 

(c)  Contributions  during  Biennium 

Allocated  to  Unfunded  Liability  7,221 

(d)  Interest  Credit  on  Contributions  557 

(e)  1986  Liability  Account  as  of  7/1/88  $  -2,684,322 


(3)  Actuarial  Gain/Loss 

(a)  Actual  Unfunded  Liability  (Schedule  3)     $   4,060,634 

(b)  1984  Liability  Account  as  of  7/1/88         8,605,793 

(c)  1986  Liability  Account  as  of  7/1/88         -2,684,322 

(d)  1988  Liability  Account  as  of  7/1/88       $  -1,860,837 

(4)  Required  Contribution  Rate 

(a)  Normal  Cost  Rate  (Schedule  1)  37.775% 

(b)  Rate  to  Fund  1984  Liability  Account 

Over  35-Year  Period  14.685 

(c)  Rate  to  Fund  1986  Liability  Account 

Over  38-Year  Period  -4.395 

(d)  Rate  to  Fund  1988  Liability  Account 

Over  40-Year  Period  -2.932 

(e)  Total  Contribution  Rate  45.133% 
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Judges'  Retirement  System 

SCHEDULE  5 
COMPARISON  OF  VALUATIONS 


Liability  for  Future  Service 

Unfunded  Liability 

Years  Required  to  Pay  Off 
Unfunded  Liability 

Assets 

Normal  Cost  Rate 

Unfunded  Liability  Rate 

Total  Recommended  Rate 

Annual  Payroll 

Annual  Benefits 

Number  of  Active  Members 

Number  of  Retired  Members 

Number  of  Disabled  Members 

Number  of  Survivor  Benefits 

Number  of  Vested  Deferred 


12S§ 

12SS 

$5,719,820 

$  5 

,658,294 

$5,061,998 

$  4 

,060,634 

49.61 

35.01 

$7,769,510 

$10 

,400,027 

36.97% 

37.78% 

9.41% 

7.08% 

46.38% 

44.86% 

$2,069,519 

$  2 

,073,120 

$     408,454 

$ 

433,104 

42 

42 

16 

16 

3 

4 

1 

1 

5 

5 

Hendrickson,  Miller 


&  Associates,  Inc.- 

ACTUARIAL        CONSULTANTS 


SCHEDULE  6 

TABLE   1 

Judges'    Retirement  System 

Number  of  Active  Members 

Completed 

Service  Under  25  25-29 

30-34     35-39     40-44     45-49     50-54     55-59 

60-64  OVER  65  Total 

0-4 

12              2              1 

4              1            11 

5-9 

14              2              2 

4              6            19 

10-14 

1 

3             4 

15-19 

1 

1              2 

20-24 

1              1              2 

25-29 

1 

3             4 

30-34 

35-39 

40-UP 

TOTAL 

13             6              3              5 
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TABLE  2 

Judges'  Retirement  System 

Average  Salaries  of  Active  Members 


Completed 

Years  of  — — 

Service  Under  25  25-29  30-34  35-39  40-44  45-49  50-54  55-59  60-64  OVER  65  Total 


0-4  49178  49178  49178  49178        49178  50452  49294 

5-9  49178  49178  49178  49178  49497  49390  49312 

10-14  49178        49603  49497 

15-19  49178        49178  49178 

20-24  49178  49178  49178 

25-29  49178        50027  49815 
30-34 
35-39 
40-UP 

TOTAL  49178  49178  49178  49178  49178  49320  49603  49360 
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TABLE  3 

Judges'  Retirement  System 

Annual  Salaries  of  Active  Members 
In  Thousands 

Completed 

Years  of 

Service  Under  25  25-29  30-34  35-39  40-44  45-49  50-54  55-59  60-64  OVER  65  Total 

0-4  49 

5-9 
10-14 
15-19 
20-24 
25-29 
30-34 
35-39 
40-UP 
TOTAL  49    147    295    147    245    444    743   2070 


98 

98 

49 

197 

50 

541 

49 

197 

98 

98 
49 
49 

49 

198 
49 

296 

149 

49 

49 

150 

935 

198 

98 

98 

199 
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TABLE  4 

Judges'  Retirement  System 

Number  of  Vested  Inactive  Members 


Completed 

Years  of -- 

Service  Under  25  25-29  30-34  35-39  40-44  45-49  50-54  55-59  60-64  OVER  65  Total 

0-4 

5-9  1 

10-14 
15-19 
20-24 
25-29 
30-34 
35-39 
40-UP 
TOTAL  1 


1 

1 
1 

3 

1 

1 

1 
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TABLE  5 

Judges'   Retirement  System 

Summary  of  Retirees 

Number  of  Members 

Age  Group 

Under  55 

55-59 

60-64       65-69       70-74       75-79       80-84  Over  84 

Total 

0 

1 

12                4                6                1                1 

Total   Monthly  Benefit 
Age  Group 

16 

Under  55 

55-59 

60-64       65-69       70-74       75-79       80-84  Over  84 

Total 

0 

2172 

1051          3877         7400         9079         2828            771 

Average  Monthly  Benefit 
Age  Group 

27177 

Under  55 

55-59 

60-64       65-69       70-74       75-79       80-84  Over  84 

Total 

0 

2172 

1051          1938         1850         1513         2828            771 
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TABLE  6 

Judges'  Retirement  System 

Summary  of  Disabled 

Number  of  Members 

Age  Group 

Under  55       55-59       60-64       65-69       70-74       75-79       80-84  Over  84       Total 


10  2  1 


Total  Monthly  Benefit 

Age  Group 

Under  55   55-59   60-64   65-69   70-74   75-79   80-84  Over  84   lotal 


1674      0    3917    2500      0      0    8091 


Average  Monthly  Benefit 

Age  Group 

Under  55   55-59   60-64   65-69   70-74   75-79   80-84  Over  84   Total 


1674      0    1958    2500      0      0    2023 
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TABLE  7 

Judges'  Retirement  System 

Summary  of  Survivors 

Number  of  Members 

Age  Group 

Under  55       55-59       60-64       65-69       70-74       75-79       80-84  Over  84       Total 

10  0  0  0  0  0  0  1 


Total  Monthly  Benefit 

Age  Group 

Under  55   55-59   60-64   65-69   70-74   75-79   80-84  Over  84   Total 

824      0      0      0      0      0      0      0     824 


Average  Monthly  Benefit 

Age  Group 

Under  55   55-59   60-64   65-69   70-74   75-79   80-84  Over  84   Total 

824      0      0      0      0      0      0      0     824 
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SECTION  IV 
ACTUARIAL  FUNDING  METHOD  AND  ASSUMPTIONS 

The  true  cost  of  the  Judges'  Retirement  System  will  be  determined  by  its 
future  experience.   In  determining  the  financial  requirement  of  the  fund, 
certain  assumptions  were  made  as  to  the  expected  future  experience.  This 
section  summarizes  the  funding  method  applied  as  well  as  the  basic  assump- 
tions used. 

Any  variations  in  the  actual  experience  of  the  fund  from  those  assumed  in 
this  valuation  may  cause  changes  in  the  projected  future  costs  of  the  fund. 
It  is  therefore  necessary  that  the  actuarial  assumptions  be  reviewed  from 
time  to  time  with  adjustments  as  experience  warrants.   It  is  also  important 
that  regular  valuations  be  performed  to  determine  the  financial  effect  of 
variations  between  the  actual  and  assumed  experience. 

The  assumptions  shown  below  were  based  upon  the  past  experience  of  the  fund 
together  with  the  projections  as  to  future  experience. 

EUNDING  METHOD 

The  method  of  funding  employed  is  commonly  referred  to  as  the  entry  age 
normal  cost  method.  This  method  establishes  a  normal  cost  of  each  fund  as 
well  as  an  unfunded  accrued  liability.  The  normal  cost  is  the  level  per- 
centage of  total  salaries  required  to  fund  the  benefits,  assuming  this 
percentage  has  been  contributed  since  each  member's  entry  into  the  fund. 

The  unfunded  accrued  liability  represents  the  excess  of  the  present  value 
of  total  liabilities  over  the  present  assets  of  the  fund  and  the  present 
value  of  expected  future  contributions  for  the  normal  cost. 

In  order  to  maintain  the  fund  on  an  actuarially  sound  basis,  the  rate  of 
contribution  should  be  such  as  to  meet  the  normal  cost  in  addition  to 
making  progress  towards  the  amortization  of  the  unfunded  liability. 
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DISCUSSION  OF  ACTUARIAL  ASSUMPTIONS 


Mortal itv  Rates 

The  mortality  rates  for  males  and  females  are  based  upon  the  1983  Group 
Annuity  Mortality  Table,  and  apply  to  both  active  members  and  those  receiv- 
ing benefits.  These  rates  have  longer  life  expectancies  than  the  1971 
Group  Annuity  Table  used  in  the  previous  valuation. 

Disabil ity  Rates 

The  disability  rates  for  males  and  females  are  based  upon  the  1983  Disabil- 
ity Table  and  anticipate  fewer  disabilities  than  the  previous  rates  as 
published  by  the  Railroad  Retirement  Board. 

Withdrawal  Rates 

No  withdrawal  assumptions  were  used. 

Salary  Scale 

The  rates  of  salary  increase  are  based  upon  an  assumed  compounded  growth 
rate  of  6.5%  per  annum. 

Investment  Earnings 

It  was  assumed  that  the  investment  earnings  would  be  8%  compounded 
annually. 

Administrative  Expenses 

It  was  assumed  that  the  system  would  incur  no  administrative  expenses 
beyond  those  provided  by  investment  earnings  in  excess  of  8%. 
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ILLUSTRATION  OF  ACTUARIAL  ASSUMPTIONS 


Mortality  Rates 

The  mortality  rates  are  based  upon  the  1983  Group  Annuity  Mortality 
Table. 

Deaths  Per  10,000   Deaths  Per  10,000 
Age  Male  Members      Female  Members 

25 

30 
35 
40 
45 
50 
55 
60 
65 
70 
75 
80 
85 

Disabil ity  Rates 

The  disability  rates  are  based  upon  the  1983  Disability  Table. 


Age 

25 
30 
35 
40 
45 
50 
55 
60 


5 

3 

6 

3 

9 

5 

12 

7 

22 

10 

39 

16 

61 

25 

92 

42 

156 

71 

275 

124 

446 

240 

741 

429 

1,148 

699 

Disabil i 

ties 

Disabil ities 

per  10, 

000 

per  10,000 

Male  Members 

Female  Members 

1 

1 

2 

3 

3 

5 

6 

9 

12 

15 

20 

22 

51 

41 

105 

87 
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Salary  Scale 

The  salary  increases  are  based  upon  an  assumed  compounded  growth  rate  of 
6.5%  per  annum. 

Investment  Earnings 

Future  investment  earnings  are  assumed  to  be  8%  compounded  annually. 

Administrative  Expenses 

It  was  assumed  that  the  administrative  expenses  would  be  recovered  by 
investment  earnings  in  excess  of  8%. 
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Effective  Date  - 
Member  Contributions  - 

State  Contributions  - 
Court  Fees  - 

Retirement  Benefit  - 


SECTION  V 
SUMMARY  OF  BENEFITS  AND  CONTRIBUTIONS 
July  1,  1967 


Disability  Benefit  - 


Death  Benefit  - 


6%  of  salary  for  each  judge  employed  prior  to 
July  1.  1983  and  7%  of  salary  for  each  Judge 
employed  on  or  after  July  1,  1983. 

6%  of  active  judges'  salaries. 

31%  of  salaries  from  district  court  fees  plus 
one-fourth  of  the  supreme  court  fees. 

Minimum  service:  5  years 
Minimum  age:   65 
Mandatory  Retirement:   70 

Normal  form:   Life  annuity  with  a  death  bene- 
fit equal  to  the  present  value  of  the  retire- 
ment allowance  at  the  date  of  retirement  less 
retirement  benefits  paid  to  date  (full  cash 
refund  annuity). 

Benefit:  3  1/3%  of  the  current  monthly  sal- 
ary for  the  office  retired  from  for  each  of 
the  first  15  years  of  service,  plus  1%  per 
year  of  such  monthly  salary  for  each  year  of 
service  in  excess  of  15  years. 

Service  disability:  Greater  of  50%  of  month- 
ly salary  and  accrued  retirement  benefit. 

Nonservice  disability:  Actuarial  equivalent 
of  the  accrued  retirement  benefit,  or  accrued 
retirement  benefit  if  over  age  60. 

Service  death:  Accrued  retirement  benefit. 

Nonservice  death:   Actuarial  equivalent  of 
the  accrued  retirement  benefit. 
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Termination  Benefit  - 


Prior  to  completion  of  5  years  of  service, 
return  of  accumulated  contributions  without 
interest.   After  5  years  but  less  than  12 
years  of  service,  either  return  of  accumu- 
lated contributions  with  interest  or  the 
actuarial  equivalent  of  the  accrued  retire- 
ment benefit. 


Judges  employed  prior  to  July  1,  1983  are 
entitled  to  the  accrued  retirement  benefit  if 
service  is  involuntarily  terminated  after  12 
or  more  years  of  service. 
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